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groups of legislators who have questions about potential problems in state
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generally accepted government auditing standards as set forth by the
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Chapter 1
Introduction and Background
Audit Objectives After the South Carolina Department of Health and Human Services (DHHS)incurred a deficit in state general fund appropriations for FY 10-11, members
of the General Assembly requested an audit of DHHS’s management of the
state Medicaid program in South Carolina. Due to the number of concerns of
the audit requesters, we conducted two reviews. The first report titled A
Review of Budgeting Practices and Recent Deficits at the Department of
Health and Human Services was published in June 2012 and focused on
DHHS’s budgeting process and issues contributing to the deficit. We
examined the following issues in this review:
• The number of clients enrolled in Medicaid from 2006 through 2011.
• How DHHS enrolls clients in Medicaid health plans and identify
potential cost savings.
• How DHHS manages the administrative costs for managed care
organizations and identify potential cost savings.
• If DHHS could achieve additional cost savings in other Medicaid
programs.
Scope and
Methodology
We reviewed how DHHS administers its managed care plans, determined
how many clients are enrolled in and receive Medicaid services, and
reviewed other Medicaid programs to identify potential cost savings. The
period of review included FY 06-07 through FY 10-11, with consideration of
earlier and more recent periods when relevant.
To conduct the audit, we used evidence which included the following:
• Data from DHHS’s Medicaid Management Information System (MMIS).
• Federal and state law and regulations and South Carolina appropriations
acts.
• Interviews with officials at DHHS, other state agencies, and healthcare
groups.
• Information from the Centers for Medicare and Medicaid Services and
the Kaiser Family Foundation.
• Contracts with managed care organizations and reports from actuarial
firms.
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Criteria used to measure performance included federal law and regulations,
agency contracts, and agency policies. We reviewed internal controls in the
monitoring of managed care contracts. We used computerized data from the
Medicaid Management Information Services (MMIS) to report information
on Medicaid enrollment. Where possible, we compared this data with other
reports to verify the totals. When viewed in relation to other evidence, we
believe the data used in this report is reliable. 
We conducted this performance audit in accordance with generally accepted
government auditing standards with the exception of the general standard
concerning quality control. Due to LAC’s budget reductions, funding was not
available for a timely quality control review. In our opinion, this omission
had no effect on the results of the audit.
Those generally accepted government auditing standards required that we
plan and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit objectives.
Background The Department of Health and Human Services (DHHS) administers the stateMedicaid program, Title XIX of the federal Social Security Act. Medicaid is
a health insurance program that pays for medical services needed by poor,
elderly, and disabled people. In South Carolina, about 70% of the program is
funded by the federal government, and about 30% is paid for with state
funds. For federal FY 08-09 and FY 09-10, S.C.  received additional federal
funding from the American Recovery and Reinvestment Act which increased
the federal share to about 79%. In the FY 11-12 appropriations act, DHHS
was appropriated almost $5.8 billion in total funds, including $917 million in
state funds.
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Medicaid pays for services that are medically necessary. These services can
include physician visits, prescription medicines, hospital services, and
transportation to medical appointments. Some adults may have to pay a
co-payment for some services. The state Medicaid program offers three types
of coverage to enrollees:
Fee-for-Service (FFS) — The enrollees can go to any doctor they choose
 who accepts Medicaid. Services are paid to the provider on a
per-visit basis.
Managed Care Organization (MCO) — An MCO is a company that
contracts with doctors, hospitals, and other providers. Enrollees
choose a primary care doctor who is a member of the MCO. This
doctor arranges all needed care. DHHS pays a per patient per month
fee for each person enrolled in an MCO.
Medical Home Network (MHN) — MHNs are operated by local physicians 
who coordinate health care. DHHS pays for services on a per-visit
basis and pays a monthly administrative fee per patient to the MHN.
The type of coverage an enrollee may choose depends on how the person is
eligible for Medicaid. For example, low-income families are required to
choose an MCO or an MHN.
In November 2011, there were 896,132 individuals enrolled in Medicaid —
57% of these were children, 34% were adults, and 9% were elderly.
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Chapter 2
Audit Results
Medicaid
Enrollment
We reviewed the number of people enrolled in Medicaid from FY 04-05
through FY 10-11 to determine whether the Medicaid population is
increasing. We also reviewed the number of Medicaid enrollees who actually
received services to determine if more people are accessing services. We
found that DHHS reports on Medicaid enrollment in different ways and, as a
result, the change in the Medicaid population differs depending on the data
used. The number of people enrolled in Medicaid has increased from
FY 04-05 through FY 10-11 and a greater percentage of those enrolled are
receiving services.
There are different ways to measure enrollment in the Medicaid program.
Point-in-time enrollment measures the number of individuals enrolled in
Medicaid as of a certain date such as three months after the end of a fiscal
year. Cumulative enrollment measures the cumulative count of unduplicated
individuals enrolled in Medicaid over a certain period of time such as a fiscal
or calendar year as measured at some point in the future such as the present
day.
Cumulative Enrollment The unduplicated cumulative enrollment in Medicaid in South Carolina has
fluctuated over the past several years. While the overall number of people
enrolled in Medicaid has increased about 11% from FY 04-05 through
FY 10-11, there have been increases and decreases between fiscal years
during that time. The number of people enrolled in Medicaid who received
services has increased 37% during that time period. Table 2.1 shows the
changes in the Medicaid growth rate as of April 9, 2012.
Table 2.1: Changes in Medicaid
Enrollment and Usage
FY 04-05 through FY 10-11
FY NUMBERENROLLED
%
CHANGE
NUMBER
RECEIVING
SERVICES
%
CHANGE
04-05 917,360 -- 676,952 --
05-06 1,014,692 10.61% 855,709 26.41%
06-07 978,471 -3.57% 802,005 -6.28%
07-08 944,835 -3.44% 797,013 -0.62%
08-09 971,331 2.80% 831,187 4.29%
09-10 1,000,430 3.00% 882,282 6.15%
10-11 1,021,664 2.12% 928,075 5.19%
TOTAL 11.37% 37.10%
Source: DHHS
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In addition to the increase in enrollment, more people are receiving the
services. In FY 04-05, about 74% of those enrolled in Medicaid received a
service. In FY 10-11, about 91% of those enrolled in Medicaid received a
service. According to DHHS officials, the increase in Medicaid enrollees
receiving a service is due in part to DHHS paying a per month fee for each
managed care enrollee. Chart 2.2 illustrates the increase.
Chart 2.2: Medicaid Enrollees
and Recipients
Source: DHHS
Point-in-Time Enrollment The number of people enrolled during a fiscal year at a point in time three
months after the end of the fiscal year has also increased from FY 07-08 to
FY 10-11. The elderly have seen the smallest increase of 1% while children
have increased the most at 15%. Table 2.3 shows the change in enrollment by
major coverage groups.
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Table 2.3: Change in Medicaid Enrollment by Major Coverage Groups FY 07-08 through FY 10-11
FY 07-08 FY 08-09 %CHANGE FY 09-10
%
CHANGE FY 10-11
%
CHANGE
Children 495,414 519,072 4.78% 548,196 5.61% 568,146 3.64%
Elderly 85,399 84,698 -0.82% 84,904 0.24% 86,631 2.03%
Disabled Adults 120,221 125,198 4.14% 130,480 4.22% 137,131 5.10%
Other Adults 202,363 205,122 1.36% 211,694 3.20% 227,600 7.51%
TOTAL 903,397 934,090 3.40% 975,274 4.41% 1,019,508 4.54%
Source: DHHS
Medicaid Managed
Care
We reviewed South Carolina Medicaid managed care options, enrollment,
rates, and expenditures. We found that total enrollment in and expenditures
on Medicaid managed care in South Carolina have increased since 2007 and
fee-for-service (FFS) total enrollment and expenditures have decreased.
However, average expenditure per enrollee has increased in both
fee-for-service and managed care, but to different degrees. We also found
that the agency lacks a sufficient review process for some managed care
rates.
South Carolina’s Medicaid beneficiaries receive services which are paid
either fee-for-service or by a combination of managed care and
fee-for-service. Fee-for-service is a delivery system where the Department of
Health and Human Services (DHHS) pays the provider for each service
performed. Managed care is a health care delivery model implemented by
DHHS to establish a medical home for all managed care eligible
beneficiaries. The goals of a medical home are to provide accessible,
comprehensive, family-centered coordinated care and manage the
beneficiary’s health care. Beneficiaries enrolled in managed care have access
to all services available through fee-for-service and any additional benefits
offered by the managed care plan.
Managed care has been available since 1996, but became widely available for
voluntary enrollment in 2007. DHHS excluded some groups from
participating in managed care because the managed care model would not be
appropriate for the type of care needed. For instance, beneficiaries receiving
only family planning services are not eligible for the entire package of
benefits provided by managed care, so their care is paid for completely
through fee-for-service. DHHS mandated that the following groups
participate in managed care in 2010:
Chapter 2
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• Children up to age 19, disregarding foster care and children whose
eligibility is based on disability.
• Low-Income Families.
• Optional Coverage for Pregnant Women.
• Beneficiaries over age 18 eligible for federal Social Security Insurance.
See Appendix A for detail on mandatory or voluntary enrollment of specific
categories of beneficiaries. Federal law prohibits states from mandating that
some categories of beneficiaries enroll in managed care. Mandating
enrollment in managed care meant that approximately 80,000 beneficiaries
using fee-for-service were required to enroll in managed care.
Enrollment On July 1, 2011, there were 878,491 people enrolled in Medicaid in South
Carolina; 571,139 (65%) were enrolled in one of the two managed care
models. Chart 2.4 shows the progression of enrollment in managed care since
it became available statewide in 2007.
Chart 2.4: Monthly Total Medicaid
Enrollment
Source: DHHS
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Enrollment Process
Managed care enrollment is facilitated by a contract enrollment broker.
When a person is determined eligible to participate in Medicaid, the broker
sends either an enrollment packet to those required to enroll in managed care
or an outreach packet to those who can voluntarily enroll in managed care.
Beneficiaries required to enroll have at least 30 days to select a health plan.
If a beneficiary does not make a selection, the broker makes at least five
attempts to contact him. If the beneficiary still does not respond, he is
assigned to a health plan based on his previous enrollment, his family’s
enrollment, or a random assignment process. As of April 2012, the
percentage of beneficiaries randomly assigned to a plan is around 30%. A
newborn baby is assigned to his mother’s plan.
South Carolina Medicaid
Managed Care Models
In 1981, the federal government began to allow states to implement managed
care in their Medicaid programs. In 1996 and 1997, DHHS implemented
three types of managed care plans in a limited number of counties. Two of
those models are used today. MHNs provide care coordination. MCOs
provide both medical/pharmacy services and care coordination.
Medical Home Network (MHN)
Medical Home Networks link a beneficiary with a primary care provider.
DHHS facilitates this by contracting with a Care Coordination Services
Organization (CSO). The CSO supports member primary care providers and
beneficiaries by providing care coordination, disease management, and data
management. DHHS pays a per member per month fee to the CSO to provide
these services. The CSO subcontracts with primary care providers to serve as
beneficiary medical homes. The primary care provider arranges and provides
most of the beneficiary’s health care. DHHS pays for medical/pharmacy
services on a fee-for-service basis.
South Carolina’s Medicaid beneficiaries currently have three options for
MHNs. These include Community Health Solutions, Carolina Medical
Homes, and Palmetto Physician Connections. The latter two were added in 
the spring of 2011, increasing MHN capacity. As of November 2011, there
were 160,283 beneficiaries enrolled in MHNs. This was approximately 18%
of total enrollment.
Chapter 2
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Managed Care Organization (MCO)
Managed Care Organizations (MCOs) provide healthcare services to
beneficiaries through a network of healthcare professionals, pharmacies, and
hospitals. DHHS pays a per member per month fee to the MCO that covers
most of the care for the beneficiary. There are some services that DHHS does
not include in managed care and pays for on a FFS basis. Each MCO is
required to provide a core benefits package that, at the very least, includes all
services available to a beneficiary enrolled in DHHS’s fee-for-service plan.
MCOs are free to provide benefits additional to the core plan.
South Carolina’s Medicaid beneficiaries currently have four options for
MCOs. These include UnitedHealthCare Community Plan, Absolute Total
Care, First Choice by Select Health, and BlueChoice. As of November 2011,
there were 439,612 beneficiaries enrolled in MCOs. This was approximately
49% of total enrollment.
Chart 2.5 shows the progression of enrollment in the two types of managed
care options available in South Carolina.
Chart 2.5: Managed Care
Enrollment
Source: DHHS
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Figure 2.6 shows the availability of plans for residents in South Carolina’s
counties. In two counties, the choices are limited to one MCO and three
MHNs. In each of the rest of the counties, there is at least two of each type of
plan from which beneficiaries choose.  
Figure: 2.6: Managed Care Plans by County
Source: University of South Carolina, Institute for Families in Society, Division of Policy and Research on Medicaid and Medicare.
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Medicaid Rates We reviewed Medicaid reimbursement rates from FY 06-07 to the present.
DHHS develops fee-for-service rates using one of the following methods:
• A percentage of the Medicare rate — applies to all services priced by
Medicare.
• A percentage of the Resource Based Relative Value Scale (RBRVS) —
based on the resource cost needed to provide the service and applies to
procedures not priced by Medicare but covered under the scale.
• DHHS manual pricing — based on comparisons to State Health Plan and
other insurers and applies to procedures not priced by Medicare or the
RBRVS.
Detailed Medicaid fee schedules for fee-for-service can be found on the
DHHS website.
MHN (CSO) Rates
Until April 1, 2007, DHHS paid three separate fees per member per month
(PMPM). The MHN received an administrative rate and a care coordination
rate. Also each primary care provider received $2.50 for case management.
Table 2.7 shows the total PMPM rate for each medical home network.
Table 2.7: Medical Home Network
Fees Through April 1, 2007
MEDICAL HOME
NETWORK ADMINISTRATIVE RATE
CARE
COORDINATION
PRIMARY
CARE
PROVIDER
Upstate Carolina
Best Care N/A*
$2.50 $2.50
PhyTrust of SC
Through 05/31/06
$12.00 for Marion, Dillon,
Marlboro, Horry, Georgetown,
and Williamsburg
$7.00 for all others
PhyTrust of SC
06/01/06 Through
03/31/07
$7.00
SC Solutions
$6.67 - $7.14 for Aiken,
Barnwell, Bamberg, Allendale,
and Hampton
$7.00 for all others
Palmetto MHN N/A*
*The data provided by DHHS did not include administrative rates for all of the organizations.
Source: DHHS
Chapter 2
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From April 1, 2007, to present, all networks have received a $10.00 PMPM
rate. The CSO pays the primary care provider a fee agreed upon between the
two out of that $10.00. Current DHHS staff do not know how the $10 PMPM
rate was initially established. The rate developed in 2007 remains the same in
2012. Table 2.8 shows the approximate total amount paid to CSOs for the
PMPM rate during the time that DHHS did not have an internal review
process for the PMPM rate. 
Table 2.8: Total Payments to
CSOs for the PMPM Rate FY
TOTAL PAID TO CSOS
 FOR THE PMPM RATE
07-08 $7,803,210
08-09 $8,745,090
09-10 $11,617,860
10-11 $14,392,090
Source: DHHS
DHHS’s process for determining that the rate is currently adequate and
appropriate is based on CMS’s continued approval. In 2010, the United
States Government Accountability Office found that CMS’s oversight of
states’ Medicaid managed care rate setting was inadequate. This finding was
based on failure to actually review or document the review of the rates
submitted by the states. CMS also failed to use a consistent method to review
rates. Despite CMS’s reported attempts to improve upon this process, South
Carolina’s method of determining whether our rates are appropriate should
not solely rely on CMS’s approval. 
In addition, despite the contract between each CSO and DHHS requiring that
the CSO submit to DHHS the care coordination fee paid to the primary care
provider, DHHS officials are not sure what the range of fees is. DHHS’s
failure to either collect or review the care coordination fees leaves agency
officials without a method for determining whether primary care providers
are paid a fee appropriate to the care coordination services DHHS expects
them to provide. Other states in CMS Region 4 pay care coordination fees
that range between $1.00 and $5.00 (see Table 2.9). 
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Table 2.9: CMS Region 4 Case
Management Fees STATE
CARE
COORDINATION FEE
Alabama $2.60
Florida $2.00
Georgia $1.75
Kentucky $4.00
Mississippi N/A*
North Carolina $1.00 - $5.00
Tennessee N/A*
*These states do not use the MHN model in their Medicaid programs.
Source: Kaiser Family Foundation
Recommendations 1. The Department of Health and Human Services should develop a formalprocess for regularly reviewing Medical Home Network rates for
adequacy and appropriateness. 
2. The Department of Health and Human Services should review the care
coordination fees paid to primary care providers to ensure that they are
adequate and appropriate.
MCO Rates
From October 1996 through September 2009, DHHS established two sets of
MCO rates — one for the standard contract and another for the ethical
contract. The ethical contract rates applied to an MCO that did not provide
family planning services, making rates in certain categories slightly different.
The remaining MCOs received the rates on the standard contract. On
October 1, 2009, DHHS began using risk scores for each MCO. The risk
scores consider the projected risk assumed by each MCO based on patient
demographics and pharmacy usage. Chart 2.10 depicts rates for selected
categories that existed throughout the complete time frame of this review.
The rates shown from January 2006 – September 2009 are from the standard
contract. The rates from October 1, 2009, to present are averages of rates
from all plans but the one that would have been previously subject to the
ethical contract.
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Chart 2.10: Select Medicaid
Managed Care Premiums by Rate
Code
     Source: DHHS
The rates generally rose or fell without significant decreases or increases, with
the exception of October 2007 where rates significantly increased. DHHS staff
attribute this increase to the following:
• Suspension of adverse selection adjustment (periodic adjustment paid to
an MCO when a sicker than expected population selects that MCO).
• Provider reimbursement updates building certain payments into the MCO
rates that had been paid separately.
• Additional trend built in to account for an extended contract period.
Rate Setting We reviewed DHHS’s method for setting MCO rates. DHHS does not
negotiate rates with the MCOs. DHHS officials administratively set rates.
DHHS contracts with an actuarial firm to perform most of the calculations
used to determine the final capitation rate paid to each MCO. According to a
50-state survey by the Kaiser Family Foundation, approximately 75% of the
states with MCOs also use actuaries to assist them in administratively setting
the rates. The calculation method for rates paid through March 31, 2012, is
detailed below.
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• Extract fee-for-service hospital inpatient, hospital outpatient,
professional, and other services experience data. When examining this
data, the actuarial firm excludes certain services not included in managed
care per the MCO Policies and Procedures Guide (e.g., mental health and
substance abuse, dental, BabyNet). 
• Apply adjustments that reflect differences between the base period and
current managed care programs; the April 2011-April 2012 rates were
based on experience data from FY07-FY09. These adjustments include
reimbursement, benefit limitations, and managed care impact. 
• Calculate estimated managed care costs using trended and adjusted base
FFS data. 
• Adjust for third-party liability recoveries, administrative days,
administrative expenses (see p. 19), and supplemental teaching
payments. 
• Perform a similar set of calculations for pharmacy services and add to the
rate calculated for medical services to determine a base capitation rate in
each category.
• Adjust for MCO specific risk scores. This risk score accounts for the
differences in morbidity (incidence of disease) among the populations
enrolled in each MCO. 
The final MCO capitation rate is calculated by a DHHS staff person by
multiplying the base capitation rate for a particular age category by the MCO
adjusted risk score. For instance, in 2011 the base rate for a specific rate
category was $113.55 and the risk score for one of the MCOs providing
services within that category was .973. The final risk adjusted rate for that
category paid to the MCO was $110.48. We reviewed the calculations for the
April 1, 2011, MCO contracts and all of the capitation rates were consistent
with the process described above. 
Beginning in the spring of 2012, the above process will be enhanced by
encounter data collected by the MCOs. As stated above, MCO rates were
previously based on FFS experience data. Encounter data are records of the
health care services for which MCOs pay. It is a more accurate picture of the
needs/usage of the MCO population than FFS experience data. DHHS’s use
of this data in setting MCO rates should result in improved rate setting.
DHHS requested that MCOs collect and report certain data for a period of
time and tested the data to determine the reliability of MCO data collecting
before beginning to rely on MCO encounter data for rate setting purposes.
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More than 80% of states responding to the Kaiser survey use encounter data
to set rates. Table 2.11 describes the changes to the rate calculation method
detailed above. 
Table 2.11: MCO Rate Setting
Changes from
April 1, 2011 - March 31, 2013
APRIL 1, 2011 – MARCH 31, 2012 APRIL 1, 2012 – MARCH 31, 2013
Extract fee-for-service experience
data. Exclude certain services not
included in managed care per the MCO
Policies and Procedures Guide (e.g.
mental health and substance abuse,
dental, BabyNet).
Extract MCO hospital inpatient, hospital
outpatient, professional, and other
services encounter experience data. In
addition, extract FFS experience data
for services not covered by managed
care during the base period contract
period but now covered by managed
care. 
Adjust for third-party liability (TPL)
recoveries. The capitation rates include
an adjustment to reflect TPL recoveries
by MCOs which would not be reflected
in FFS experience data.
No TPL adjustment is needed because
MCOs report encounter experience
data net of TPL recoveries.
Source: DHHS
Department of Insurance Involvement in Rate Setting
In South Carolina, the Department of Insurance (DOI) regulates the health
insurance industry, which includes reviewing and analyzing managed care
premiums. When DHHS first implemented managed care, DOI was formally
involved in developing the premiums. DOI does not currently advise the rate
setting process. However, DOI reviews the MCOs for financial solvency. A
portion of that review is based on adequate and appropriate rates. DHHS
could invite DOI to share findings from its financial solvency reviews of
Medicaid MCOs during the regular rate review process. This could assist
DHHS in ensuring that the MCOs are in a sound business position and can
continue to provide the level of service that DHHS desires for Medicaid
beneficiaries.
Recommendation 3. The Department of Health and Human Services should communicatewith the Department of Insurance about DOI’s financial solvency
reviews of Medicaid MCOs. 
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Managed Care
Expenditures
We reviewed managed care expenditures from FY 08-09 through FY 10-11.
A DHHS official reported that data from previous years in our scope of
review may not be reliable. Table 2.12 shows expenditures of total funds for
enrollees in MCO and MHN plans. The amounts for MCOs and MHNs
include the capitation/care coordination fee and any fee-for-service
expenditures on behalf of beneficiaries enrolled in MCOs and MHNs.
Total expenditures on fee-for-service enrollees have decreased, though not to
the same degree as the decrease in enrollment. This could be attributed to
increases in expenditures in areas like Community Long Term Care (Elderly
and Disabled Waiver, HIV/AIDS Waiver, and the Children’s PCA) and
Nursing Home Services. Total expenditures for MCOs and MHNs increased
at a rate consistent with enrollment. 
We also calculated average expenditure per enrollee and in addition to
Table 2.12 those figures are reported in Chart 2.13. 
Table 2.12: Expenditures for FFS, MCOs, and MHNs: FY 08-09 through FY 10-11 
FY 08-09 FY 09-10 %CHANGE FY 10-11
%
CHANGE
Fee-for-Service
Expenditures (Millions) $2,112.4 $1,953 -7.5% $1,861.7 -4.7%
Average Monthly
Enrollment 437,152 359,680 -17.7% 332,377 -7.6%
Average Annual
Expenditure per Enrollee $4,832.19 $5,429.83 12.4% $5,601.17 3.2%
Managed Care
Organization
Expenditures (Millions) $806.5 $1,169.97 45.1% $1,436.33 22.8%
Average Monthly
Enrollment 251,004 347,445 38.4% 398,279 14.6%
Average Annual
Expenditure per Enrollee $3,213.10 $3,367.36 4.8% $3,606.34 7.1%
Medical Home
Network
Expenditures (Millions) $220.1 $297.29 35.1% $377.21 26.9%
Average Monthly
Enrollment 72,876 96,816 32.9% 119,934 23.9%
Average Annual
Expenditure per Enrollee $3,020.20 $3,070.69 1.7% $3,145.13 2.4%
Source: DHHS
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Chart 2.13: Average Expenditure
per Enrollee
              Source: DHHS
Fee-for-service average expenditure/enrollee increased. This can be
attributed to the departure to managed care of lower cost enrollees which
would hold the average down. MHN and MCO average expenditure per
enrollee slightly increased. 
MCO
Administrative
Expense
We reviewed Medicaid MCO administrative expenses and costs for
FY 06-07 through FY 10-11 to determine if those costs included adjustments,
how such costs are set, if they are counted in the actuarial soundness of the
MCO capitation rate plan, and what type of costs can be included. We found
DHHS has not reviewed MCO administrative costs leading to the possibility
that the capitation rates may include payment of unallowable administrative
costs. See page 22 for a discussion of unallowable administrative costs. We
also found DHHS has no method in place to review how MCO
administrative costs are trending on a per-enrollee basis. Total administrative
costs outpaced average MCO enrollment by over 30% over the last five
years.
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MCO capitation rates, paid to each MCO in our state for medical services
provided to Medicaid MCO enrollees, include an administrative cost
component, which is referred to as an administrative loss ratio (ALR) by
actuaries. The ALR is also referred to as an administrative allowance in
connection with capitation rates and is stated as a percentage of the capitation
rate. See page 10 for an explanation of the capitation rates and the MCO
reimbursement process. Capitation rates are a projection of future costs based
on a set of assumptions. The capitation rate is a per member per month
charge paid by the state Medicaid program for services for MCO enrollees
and revenue to the MCO, who use the revenue to provide services or pay the
providers of medical and pharmacy services. 
The administrative allowance is a component of the capitation rate and is
designed to provide for the MCO being able to cover its administrative
overhead costs. Those include items such as the cost of marketing, buildings
and rent, interest, depreciation, and non-medical costs associated with the
expense of personnel not directly involved in MCO patient care activities.
The administrative rate also includes a 1.0% profit factor and contribution to
margin, which is determined and recommended by the actuary setting the
rates for the department. Table 2.14 shows the administrative rates for South
Carolina MCOs for FY 06-07 through FY 12-13. 
Table 2.14: South Carolina
Historical Administrative Expense
Rates
FY RATE
06-07 13.75%
07-08 13.00%
08-09 12.25%
09-10 12.00%
10-11 11.63%
11-12   10.5%
12-13     9.5%
Source: DHHS
Chapter 2
Audit Results
Page 21 LAC/11-2 Department of Health and Human Services 
MCO Costs FY 06-07
through FY 10-11
We obtained the amount of MCO total expenditures, in the form of capitation
rate payments that were made to South Carolina MCOs during FY 06-07
through FY 10-11. Administrative costs as a part of total MCO payments
ranged from an average of 13.0% in the earlier years to 11.63% in FY 10-11.
These percentages are contractually set and are the same for each MCO in
the state.
We found total administrative costs increased from $31 million in FY 06-07
to $172.7 million for FY 10-11. However, enrollment also increased during
this period. Therefore, we have calculated MCO administrative costs on a
per-enrollee basis, in order to account for the change in enrollment as shown
in Table 2.15 below. 
MCO administrative costs increased each year at varying rates, depending on
the cost increase between years with respect to enrollment increases each
year. From FY 06-07 through FY 10-11, we found that:
• Average annual administrative expenses per enrollee increased 24.3%.
• Average monthly enrollment increased 347.5%.
• Total administrative expenses increased 456.4%.
When comparing the rate of growth of MCO administrative expenses to the
rate of growth of MCO enrollment from FY 06-07 to FY 10-11, the rate of
growth of administrative expense exceeded that of enrollment by 109
percentage points, over 30%. 
Table 2.15: Percentage Change in the Average Annual Administrative Expense from FY 06-07 through FY 10-11
FY TOTALEXPENDITURES
ADMINISTRATIVE
EXPENDITURES
AVERAGE
MONTHLY MCO
ENROLLMENT
AVERAGE ANNUAL
ADMINISTRATIVE
EXPENSE PER
ENROLLEE
% CHANGE
06-07 $225,741,788 $31,039,496 89,007 $348.73 NA
07-08 $276,071,412 $35,889,284 106,042 $338.44  -2.9%
08-09 $779,081,696 $95,437,508 251,004 $380.22 12.3%
09-10 $1,201,388,981 $144,166,678 347,445 $414.93  9.1%
10-11 $1,485,633,206 $172,704,860 398,279 $433.63 4.5%
Source: DHHS
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The actuary cited several factors affecting administrative costs that could
partially account for the substantial percentage increase over the five-year
period including payments not subject to the administrative allowance,
changes in benefits, and changes in eligibility.
DHHS has no formal method for determining the rate of change in
administrative costs. Also, DHHS did not review MCO administrative
expenses to identify and remove unallowable administrative costs, for future
rate setting purposes. Unallowable costs are costs that the Center for
Medicare and Medicaid Services (CMS) has determined are not related to
patient care and are therefore, not subject to reimbursement by the Medicare
program. Those same expenses are currently allowable for S.C. Medicaid
MCOs; however, some other states remove these costs from the MCO cost
data for future rate setting purposes. See page 26 for examples of
unallowable expenses. A clause in its MCO contracts allows the department
access to MCO financial data including cost data. There is currently no
restriction on the type of costs the MCOs may include in administrative
costs. However, in December 2011, the department contracted with an audit
firm using Medicare unallowable expense guidelines to review South
Carolina Medicaid MCO administrative costs to identify unallowable
administrative expenses. The results of the audit are not yet available.
DHHS, in order to set the administrative rate component of the capitation
rates in its contracts with South Carolina MCOs, relies on its contracted
actuary to; (1) review and use South Carolina MCO data, and (2) use its
experience with rate setting activities with other states’ Medicaid plans. The
problem with this methodology of rate setting is that it doesn’t account for
the fact that other plans, whose cost data was used by the actuary to set their
rates, may include unallowable costs, as defined by CMS in the Medicare
program. The actuary has indicated that some states do restrict administrative
costs in their contracts with MCOs; however, it is likely that many of the
states include unallowable costs in their administrative costs because there
are few states that have laws or contractual restrictions providing for the
exclusion of such costs. The setting of rates using the data of other states that
have not been audited for unallowable expenses is a process that may result
in rates with cost data inflated by unallowable expenses, leading to inflated
rates. 
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Administrative Allowance The administrative component of the capitation rate is set by a contracted
actuary and is a part of the determination of actuarial soundness of the plan
rates. The administrative loss ratio (ALR) is a common financial metric used
in the industry to report and benchmark the financial performance of an
MCO. It is partially the basis for setting future administrative cost allowances
(along with other factors including changes to the factors that comprise the
MCOs’ administrative expenses).
The ALR formula is claims adjustment expenses plus general administrative
expenses divided by total revenue:
Claims adjustment expenses + Administrative expenses
Total Revenue
Claims adjustment expense refers to claims department expenses and to the
administrative effort, required by a claims processor at the MCO, to fix a
claim processed in error (denied, wrong amount paid, etc.) and to reprocess
the amount paid, resulting in a refund or additional payment. General
administrative expenses include all the MCO administrative expenses
required to administer the Medicaid MCO plan. 
Benchmarks The actuary for DHHS used administrative cost benchmarks, its experience
with other state Medicaid agencies and MCO clients, and other data
particular to South Carolina MCOs in setting the percentage of the rate
attributable to cover MCO administrative expense and profit. 
Some elements of administrative cost benchmarks are:
The geographical region of the country in which the MCO operates.
Health care spending varies widely across the United States with the price
of services one of the factors contributing to the variance. A substantial
portion of the variation remains unexplained.
MCO size determined by the amount of annual revenue it receives.
As revenue increases, and due to the fixed nature of a portion of MCO
administrative costs, the percentage of administrative expenses decreases. 
MCO type.
MCOs that participate in Medicaid only have higher ALRs than those
which also administer other programs such as Medicare and private
insurance. 
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MCO affiliation type 
When an MCO is affiliated with a larger organization, it often
experiences economies of scale not available to independent
organizations.
Financial structure 
The actuarial data shows that for-profit companies exhibit a higher ALR
when compared with nonprofits. Nonprofits may be generally focused on
“break-even” results as long as they experience sufficient contribution to
surplus to fund research and development or capital initiatives.
South Carolina has 4 MCOs operating in the state who administer
Medicaid managed care programs, all of which are “for-profit”
organizations. 
Provide pharmacy services
Actuaries indicate the pharmacy component of MCO services has a lower
administrative cost structure than other services.
Type of enrollee
Disabled enrollees account for higher administrative costs than do
enrollees from low-income families. 
Enrollment requirement
Required mandatory enrollment generally results in increased covered
MCO population leading to reduced administrative costs on a per
member basis. States with voluntary enrollment may allow more
marketing by the MCOs. Both of these conditions of enrollment have an
effect on administrative cost rates. 
The actual administrative rate is determined by more than just the items listed
above. Requirements established by the contract with the state Medicaid
agency will also influence the administrative costs. Items such as what level
of reporting is required and what type of MCO staffing ratios may be
required, etc., are examples of a number of factors within the contract that
may impact the administrative costs of the health plan. These data and all
factors influencing administrative rates eventually become a part of the
benchmarks as national data is collected by actuaries. 
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Administrative Cost
Benchmark Comparison
2011
The actuary provided the administrative expense rates of two states in CMS
Region 4 for comparison with South Carolina rates. For 2011-2012 data,
South Carolina had an administrative expense of 10.5% of the capitation rate
while Florida’s was 12% and Mississippi’s was 10%. 
We have compared several states’ administrative rates; however, it is
difficult to compare individual states’ MCO administrative cost percentages
in a fair and meaningful way due to the potential differences of factors
affecting the administrative rates of plans from different states. For example,
states covering only low income populations, which require lower
administrative effort and costs, than those covering a disabled population,
which require much more administrative effort and higher costs, will have a
much different cost structure.
In a study of national data from calendar year 2010, the results of which were
published in a July 2011 report from Milliman, the actuary, entitled
“Milliman Research Report,” along with the agency’s contractual rates, we
note the following results of administrative costs. The South Carolina
administrative cost rate for FY 09-10 was 12% and FY 10-11 was 11.625%
while the national average in the survey data for calendar year 2010 ranged
from 11.3% to 12.6% considering MCO groupings with some characteristics
similar to South Carolina MCOs.
The South Carolina rate is about the same as the national rate. However, as
discussed previously, South Carolina MCO administrative costs have steadily
increased for the last five years and have outpaced enrollment increases by
over 30%. 
Allowable MCO
Administrative Costs
Currently there are no federal or South Carolina laws specifically excluding
certain types of administrative costs for MCOs contracted to administer
Medicaid managed care plans. This can lead to inflated administrative costs
paid for by the state Medicaid plan as a part of the capitation rate. DHHS and
actuary officials have indicated just a few states have laws or rules
substantially limiting the type of expenses that can be included in MCO
administrative costs. 
An audit firm will review Medicaid MCO administrative costs when
contracted to do so by state Medicaid agencies. Their purpose is to identify
unallowable administrative costs for the purpose of setting future rates that
exclude unallowable costs for inclusion in the rate setting process.
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The unallowable costs are determined by applying reimbursement principles
from the Medicare Provider Reimbursement Manual (PRM) and the Federal
Acquisitions Regulations (FAR) manual. Using the principles of these
federal restrictions on administrative costs in those programs, auditors have
excluded such items as the following listed costs for future Medicaid MCO
rate setting:
• Lobbying.
• Income taxes.
• Overstated administrative expenses.
• Expenses related to Securities and Exchange Commission (SEC) filings.
• Broker commissions.
• Marketing department expenses not related to Medicaid.
• Related party expenses (which are costs that are inflated by transactions
between parties related by company ownership or control that increase
MCO cost).
In the review of MCO Medicaid administrative costs of several states, the
auditors found the following amounts of unallowable expense in the MCO
data they reviewed and planned to use the results for future rate setting
purposes:
• Maryland — reduced administrative expenses by 13% ($18 million) in
FY 2004, 20% ($29.4 million) in FY 2003, 20% ($25.9 million) in
FY 2002 and 15% ($18.5 million) in FY 2001. 
• Nevada — reduced administrative expenses by 32% ($18 million) in
FY 2010. 
• Virginia — reduced administrative expenses by over $14 million. 
The expense reductions noted above do not necessarily translate into the
exact same amount of dollar savings to the state Medicaid agency. The
removal of the unallowable expenses provide the agency, and its actuary, a
better sense of what the administrative cost rate should be for the purpose of
setting future rates.
Three of the four MCOs operating in South Carolina have multiple lobbyists
registered with the State Ethics Commission, reporting a total of $214,035
paid to lobbyists for calendar year 2011. One MCO has no lobbyist registered
with the commission. Lobbying expense is currently not excluded when
setting MCO rates in South Carolina.
Chapter 2
Audit Results
Page 27 LAC/11-2 Department of Health and Human Services 
DHHS Action The department has contracted with this audit firm to review all four
Medicaid MCO annual cost reports to identify unallowable administrative
expense for rate setting purposes. The Office of the State Auditor approved
the contract on November 14, 2011.
The audit was to be completed “ASAP,” as indicated in the audit firm’s letter
of submittal, in order to determine “appropriate administrative costs for the
pending rate-setting process.” However, the most recent rates do not include
the results of the audit effort because the administrative cost portion of the
audit has not been completed. This could cause the department to set the
rates without the benefit of knowing how much unallowable administrative
costs had been included in the prior capitation rates. This may lead to
continued inflated administrative costs. 
The department did reduce the MCO administrative allowance for contract
period, April 2012 to March 2014, to 9.5% from 10.5% in the previous
contract period, April 2011 to March 2012. The reasons for the determination
reducing the administrative rate by one percentage point are varied.
According to an agency official, it is a result of MCO best practices and
continued increased enrollment in managed care for Medicaid in South
Carolina. The actuary has indicated DHHS wanted to move to a percentage
of ALR consistent with the lower values observed in the national data —
9.8% at the 25th percentile in CMS region 4, where our MCOs operate. 
National survey data regarding administrative rates can be useful in
considering a state’s administrative cost level. However, the agency should
use its own analysis and develop its own standard for evaluating the level of
administrative cost that is acceptable by taking into account the state’s MCO
contractual conditions, administrative expense audit results, benefit levels,
and the risk and relative morbidity of the covered populations. By using a
data driven approach the agency may be able to reduce administrative
expenses but avoid potential unintended consequences, such as reducing the
number of MCO administrative firms from participating in South Carolina.
This could happen if administrative rates are set too low. 
The agency has little direct authority to remove unallowable administrative
costs for future rate setting of the MCO administrative component of the
capitation rate. This can lead to higher administrative costs than necessary
and could result in payments being made for MCO lobbying activities,
expenses not related to patient care, and other unallowable expenses being
included in the rates. Legislation, adopting some of the key principles of the
Provider Reimbursement Manual and the Federal Acquisitions Regulations
manual, would provide the authority needed to reset rates based on removal
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of unallowable expenses. This could lead to a reduction of administrative
expenses from 13%, up to as much as 32%, as has been experienced in other
states. For South Carolina, with a last year’s administrative expense of over
$172 million, this allows for a range of potential savings from approximately
$22 million to approximately $55 million. However, the actual savings of
administrative costs for South Carolina may vary significantly from these
results depending on how much unallowable expense is being included in
MCO annual expense statements. Some states accomplish restricting
administrative costs by contractually defining what expenses are
unallowable. 
Recommendations 4. The Department of Health and Human Services should track managedcare organization (MCO) administrative costs annually on a per enrollee
basis in order to determine the rate at which administrative costs are
rising.
5. The Department of Health and Human Services should review, or have
reviewed, Medicaid MCO administrative costs, when its analysis of the
administrative cost trend reveals MCO administrative costs are not in an
acceptable range as determined by its analysis and standards. 
6. The Department of Health and Human Services should include in its
contracts with the MCOs the authority to make mid-contract period
adjustments to the administrative allowance of the capitation rate to
prevent administrative costs from increasing faster than the rate of
enrollment without valid reasons such as changes in morbidity and other
risk factors.
7. The Department of Health and Human Services should identify which
MCO administrative costs are considered unallowable. These costs
should be included in state law or DHHS rules and contracts with
managed care organizations.
 
8. The Department of Health and Human Services should include in its
contracts with the MCOs the authority to make mid-contract or mid-year
adjustments to the capitation rate administrative component based upon
the most recent audit results of the review of the MCOs’ administrative
expense, adjusting for unallowable costs.
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Pharmacy We reviewed DHHS’s pharmacy division to determine the cost of pharmacyservices and if that cost was appropriate. We found that DHHS’s payments
for pharmacy services have decreased 27% from FY 06-07 through
FY 10-11. We also found that DHHS has not established a regular schedule
to review what the agency pays pharmacists and how much beneficiaries are
charged in co-payments.
Background DHHS’s Medicaid program has a pharmacy division that handles pharmacy
and prescription drug issues for the department, including how much
pharmacies are paid by the Medicaid program.
Medicaid beneficiaries can have coverage through fee-for-service or
managed care. The coverage a Medicaid beneficiary has is determined by
how the beneficiary is eligible for Medicaid. Beneficiaries in the traditional
fee-for-service Medicaid plan have all of their pharmacy payments billed
directly to DHHS for payment.
Beneficiaries participating in a managed care organization (MCO) have their
pharmacy services handled through their managed care provider. DHHS pays
the managed care providers a set amount per member per month. The
managed care providers are also responsible for setting up their own
networks of pharmacies. Beneficiaries in the medical home plans have their
prescriptions handled the same as beneficiaries in the fee-for-service model.
DHHS currently allows four prescription drugs a month for adults and
unlimited prescriptions for children. Beneficiaries can receive up to 31 days
of medicine per prescription. S.C. Code §40-43-86(H)(6) was amended in
2008 to allow the use of generic drugs whenever possible. 
DHHS contracts with a private vendor that operates a point-of-sale computer
system that checks eligibility, captures claim data, adjudicates claims, and
assists pharmacists in getting paid. DHHS uses a preferred drug list, requires
prior authorization for some drugs, and operates a drug utilization review
system.
Drugs on DHHS’s preferred drug list are clinically proven, but usually cost
less than other drugs that perform the same functions. Pharmaceutical
manufacturers give supplemental rebates to DHHS for putting their drugs on
the list. DHHS’s Pharmacy and Therapeutic Committee, which consists of 4
pharmacists and 11 doctors, decides which drugs to add to the preferred drug
list. An agency official described preferred list drugs as both clinically
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appropriate and cost beneficial. Prior authorization may be required for some
drugs, such as those that are easily abused.
 
DHHS also operates a Drug Utilization Review (DUR) program which
assures that prescriptions for outpatient drugs are appropriate, medically
necessary, and are not likely to result in adverse medical results. The DUR
board membership includes pharmacists, physicians, and other health
professionals. The DUR program includes prospective review of drug
therapy at the point of sale or point of distribution before each prescription is
filled or delivered to the Medicaid beneficiary. The DUR program also
includes retrospective DUR through its mechanized drug claims processing
and information retrieval system. 
According to an agency official, South Carolina and its MCOs also
participate in receiving drug rebates from pharmaceutical companies. MCOs
send DHHS data on the number of each drug filled for beneficiaries
participating in their MCO. DHHS then adds those numbers to the
fee-for-service prescriptions filled for that particular drug. The agency sends
that information to the drug manufacturer to get the agency’s rebate.
Pharmacy Rate
Methodology
DHHS currently uses three different formulas to determine what a pharmacist
is paid for filling a prescription. The agency always pays the lowest amount
of the three formulas. The formulas consist of different methods to determine
the cost of a drug (ingredient fee), along with a dispensing fee that always
remains the same amount. 
A dispensing fee is the amount that DHHS pays a pharmacy to fill a
prescription. An ingredient fee is what DHHS pays the pharmacy for the
actual cost of the drug.
Table 2.16 shows how South Carolina compares to the other states in the
state’s CMS region (Region 4) regarding dispensing fees and co-pays for
beneficiaries (not all Medicaid categories allow co-pays).
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Table 2.16: CMS Region 4
Dispensing and Co-Pay Amount STATE DISPENSING FEE
BENEFICIARY CO-PAY
AMOUNT
Alabama $10.00 – $10.64 $0.50 – $3.00*
Florida $3.73 – $7.50
2.5% of payment up
to $300, capped at
5% of total family
income
Georgia $4.33 – $4.63 $0.50 – $3.00
Kentucky $4.50 – $5.00
$1.00 – $3.00
($225.00 cap per
beneficiary, per year)
Mississippi $3.91 – $5.50 $3.00
North Carolina $4.00 – $5.60 $1.00 – $3.00
South Carolina $3.00 $3.40
Tennessee $2.50 – $25.00 $0 – $3.00
*Co-pay varies by cost of prescription.
Source: Center for Medicare & Medicaid Services
DHHS lowered its dispensing fee from $4.05 to $3.00 on July 8, 2011. In the
six months prior to the lowering of the dispensing fee, DHHS spent
$7,524,418 on dispensing fees. In the six months after the lowering of the
dispensing fee, DHHS spent $4,916,616 on dispensing fees. However,
DHHS also had a lower number of claims over the six-month period
following the lowering of the dispensing fee. Also, DHHS increased its
co-payment to $3.40 on April 1, 2011.
South Carolina has one of the lowest dispensing fees paid to pharmacists in
CMS Region 4. The state also has one of the highest co-payments charged to
beneficiaries. Any changes to the state’s dispensing fees and co-payments
must be approved by CMS.
DHHS Drug Dispensing
Costs FY 06-07 to
FY 10-11
Table 2.17 shows what DHHS has paid for dispensing and ingredient fees for
the last five fiscal years. The table also shows how much Medicaid
beneficiaries, who are required to pay a co-pay, have paid over the same
period. Over the last five fiscal years, DHHS’s drug dispensing costs have
decreased by approximately $100 million (27%).
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Table 2.17: DHHS Drug Dispensing Costs FY 06-07 to FY 10-11
FY
NUMBER
OF PAID
CLAIMS
TOTAL AMOUNT
PAID* BY DHHS
MINUS OTHER
INSURANCE AND
CO-PAYS
INGREDIENT
FEES
DISPENSING
FEES
INCENTIVES TO
COMPOUNDING
PHARMACIES
AMOUNT PAID
BY OTHER
INSURANCE ON
BEHALF OF
BENEFICIARIES
CO-PAYS
06-07 5,716,629 **$366,387,527 $367,873,095 $22,629,218 $3,108 $16,511,239 $7,606,224
07-08 5,611,471 $374,992,693 $378,604,187 $22,035,491 $100 $18,235,905 $7,411,180
08-09 4,447,198 $305,028,195 $310,154,888 $17,361,248 $0 $17,492,393 $4,995,548
09-10 3,982,861 $268,268,640 $272,269,474 $15,469,386 $0 $15,562,327 $3,907,893
10-11 3,805,980 $266,883,508 $264,112,104 $14,747,679 $0 $8,474,975 $3,501,300
 *Amount does not include money that DHHS receives in rebates from pharmaceutical companies.
**Amount does not calculate correctly. An agency official stated this was due to rounding.
Source: DHHS
In 2011, DHHS performed a drug dispensing cost review because the agency
wanted to lower the rates the agency pays to pharmacists, and because CMS
required a review in order to allow the state to lower the rates. The review
found that DHHS could lower its rates and still ensure that pharmacies would
participate in the Medicaid program. However, DHHS does not have a
schedule to review its pharmacy rates on a regular basis. If DHHS were to
review pharmacy rates regularly, then the agency may discover additional
savings.
Administrative Costs for
the Pharmacy Program
DHHS pays MCOs a capitation rate, which is a per member per month
charge paid by the Medicaid program for MCO beneficiary services and
revenue to the MCO. The MCOs then pay providers of medical and
pharmacy services with which it subcontracts. Within the capitation rate is an
administrative component, which is expressed as a percentage of the
capitation rate. Currently, DHHS pays MCOs 8% of the capitation rate for
pharmacy administrative services. 
The administrative component of the capitation rate is set by a contracted
actuary for DHHS. DHHS’s actuary used administrative cost benchmarks in
setting the 8% pharmacy administrative rate. Factors that are considered in
determining benchmarks are MCO revenue size, for-profit vs. non-profit, etc.
(see p. 23).
In addition to what DHHS pays to MCOs, the agency also has agency
personnel costs related to the pharmacy program. Finally, DHHS also
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contracts with a private vendor that operates a point-of-sale computer system
that checks eligibility, captures claim data, adjudicates claims, and assists
pharmacists in getting paid. 
Table 2.18 shows what DHHS has paid out in DHHS personnel costs, as well
as the point-of-sale pharmacy vendor costs for the last five fiscal years.
According to an agency official, these two expenses are how DHHS defines
administrative costs in the pharmacy program.
Table 2.18: Administrative Costs
for the Pharmacy Program 
FY 06-07 to FY 10-11
FY 06-07 FY 07-08 FY 08-09 FY 09-10 FY 10-11
DHHS
Personnel $458,019 $447,825 $363,829 $228,182 $240,797
Pharmacy
Point-of-Sale
Vendor
$5,803,320 $6,515,186 $6,845,666 $5,776,639 $7,025,849
TOTAL $6,261,339 $6,963,011 $7,209,495 $6,004,821 $7,266,646
Source: DHHS
From FY 06-07 through FY 10-11, DHHS’s pharmacy personnel costs have
decreased while the costs for the pharmacy point-of-sale vendor have
increased. The pharmacy point-of-sale vendor is paid an escalating
contracted rate for administering the contract. Also, policy changes have
affected the cost of the point-of-sale contract. 
Future Changes According to CMS, proposed regulations under the Affordable Care Act
would save states nearly $18 billion on Medicaid prescription drugs in five
years. The savings would come from changing reimbursement rates for
pharmacies to better reflect what they pay for prescription drugs, increasing
rebate amounts paid by drug manufacturers, and allowing rebates for drugs
prescribed to recipients in managed care plans. Although DHHS already
receives drug rebates for recipients in managed care plans, any other savings
the agency receives would allow further savings for South Carolina’s
Medicaid program.
Recommendation 9. The Department of Health and Human Services should establish aregular schedule to perform reviews of the agency’s pharmacy rates.
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Provider
Enrollment and
Procurement
We reviewed how DHHS obtains providers to participate in the agency’s
Medicaid program. We reviewed DHHS’s methods for enrolling doctors,
pharmacists, and other medical service providers. We also reviewed DHHS’s
sole source and emergency procurement of other providers. We found that
DHHS is not correctly procuring providers under the emergency procurement
regulation in state law. 
Enrollment of Medical
Services Providers
Managed care organizations (MCO) are required to be licensed by the S.C.
Department of Insurance as a health maintenance organization, whereas
medical home networks, doctors, dentists, and pharmacists can enroll in
Medicaid, as long as they meet all requirements. The requirements for
doctors, pharmacists, etc., are:
• Be licensed by the appropriate licensing body.
• Enroll in Medicaid.
• Obtain a National Provider Identifier (NPI) if required.
• Continuously meet S.C. licensure requirements. 
Based on the type of provider, they are required to either complete a provider
enrollment agreement or sign a contract with DHHS. Providers can limit the
number of Medicaid patients they see, but cannot discriminate on the type of
patients they see. Also, Medicaid beneficiaries can choose any doctor that is
willing to accept them as a patient.
All doctors, dentists, pharmacists, etc., are paid the same Medicaid rates
based on the type of provider they are and the medical services being
performed. MCO network doctors and medical service providers do not have
to be Medicaid-enrolled providers; instead they enroll with the MCO.
Sole Source and
Emergency
Procurements
We reviewed DHHS’s quarterly sole source and emergency procurement
reports from the time period of October 1, 2010, through December 31, 2011.
During this time DHHS had nine sole source procurements. These sole
source procurements totaled $585,109 and were for computer software and
other services. In addition, over this same time period, DHHS had seven
emergency procurements totaling $135.4 million.
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State law exempts agencies from using competitive procurement methods
when goods or services need to be obtained quickly because of an
emergency. S.C. Regulation 19-445.2110 states that an emergency
procurement may be used in a “situation which creates a threat to public
health, welfare, or safety such as may arise by reason of floods, epidemics,
riots, equipment failures, fire loss, or such other reason . . . .”
In our March 2009 audit of DHHS’s Non-Emergency Medical Transportation
(NEMT) program, we recommended that the agency comply with state law
regarding the use of emergency procurements. However, from January 1,
2011, through December 31, 2011, DHHS had emergency procurements
totaling $132.3 million for NEMT services.
We also reviewed three other emergency contracts that DHHS had during the
time period of October 1, 2010, through December 31, 2011. The first
emergency contract we examined concerned services for the restructuring of
DHHS and financial advisory services on behalf of the agency. This contract
was originally for $770,000, but through amendments has increased to an
amount not to exceed $2,384,232, as of March 2012. The second emergency
contract we reviewed dealt with the processing of other health insurance
claims for beneficiaries. This contract was originally for $1,890,731, but
instead cost DHHS $919,998. The final emergency contract we reviewed
dealt with providing medical utilization reviews on beneficiaries’ use of
medical services. This contract was originally for $23,923 per month, but
through amendments increased to $40,826 per month by the end of the
contract. After review of these three contracts, we concluded that DHHS
procured processing of other health insurance claims for beneficiaries and
medical utilization reviews of beneficiaries’ use of medical services in
accordance with state law.
However, DHHS did not procure restructuring and financial advisory
services in accordance with state law. DHHS had an ample amount of time to
secure this contract under normal procurement methods, and emergency
procurement was not necessary for this contract. By engaging in emergency
procurement, DHHS may be limiting other providers who may wish to bid on
providing these services to the agency, as well as possibly increasing the
amount that the agency pays for these services. Also, South Carolina may not
be getting the best service for the best price.
Recommendation 10. The Department of Health and Human Services should comply with statelaw regarding the use of emergency procurements.
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Appendix A
Managed Care Eligibility Payment Categories
and Recipient Special Programs
Source: DHHS
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(. #', South Carolina Department of ~ Anthony E. Keck, Director) Health & Human Services Nikki R. Haley, Governor
July 27,2012
Mr. PerryK. Simpson,Director
LegislativeAuditCouncil
331ElmwoodAvenue,Suite315
Columbia,SouthCarolina29201
DearMr. Simpson:
ThankyoufortheopportunitytoreviewandcommentontheLegislativeAuditCouncil'sreportA LimitedReviewofManaged
CareRatesandExpendituresandOtherAdministrativeIssuesatDHHS.
TheDepartmentis in generalagreementwiththeLAC's recommendationsonmanagedcare,althoughseveralaspectsof the
LAC's analysisrequireimportantclarification,whichis providedasanattachmenttothisletter.Thisportionof theauditreviews
SFY 04-05throughSFY 10-11.Severalrecommendationsdealwiththegrowthin managedcareadministrativexpenses.I am
pleasedthattheauditorsrecognizedthatsinceGovernorHaleytookoffice,SCDHHS hasreducedMCO administrativeexpenses
from12.0%to9.5%- a decreasethatwill savetaxpayersmorethan$40millionin administrativecostsin thecomingfiscalyear.
SCDHHS alsoinitiateditsowndraftauditof unallowableMCO administrativeexpenses.Wewill forwarda finalversionof this
audittotheLAC onceit is complete.
LAC didnotdetailinthisauditthatSCDHHS beganrestructuringitsMCO/MHN contractstoprovidebettervalue.SCDHHS
hasconvenedaCoordinatedCareImprovementGroupcomposedof healthplan,hospital,physicianandpatientadvocate
stakeholderswhoareadvisingthisprocess.An importantimmediateresultof thesemeetingsis thata substantialportionofMCO
paymentsarenowcontingentonachievingqualityperformancestandards.In CY2012theamountatriskwill amounto
approximately$8million. In CY2013thiswill increasetomorethan$24million.
PleaseseetheonepageattachmentregardingtheLAC pharmacyfindings.Theauditfindsthatpaymentsforpharmacyservices
decreasedSFY06-07throughSFY 10-11by27%. Pleasenote,however,thenetcosttothestateactuallydecreased59%when
includingrebates.WeagreewiththeLAC's singlerecommendationthatSCDHHS shouldregularlyreviewpharmacy
reimbursement,andnotethatpriorto2011,SouthCarolinaMedicaidpharmacyreimbursementwaslegislativelymandatedat
AWP - 10%plusadispensingfeeof$4.05.
We arealsoin agreementthatSCDHHS shouldcomplywithstateprocurementlawregardingemergencyprocurements.We
disagreewiththeLAC findingthatthedepartmentdidnotcomplywiththelawfortransportationandfinancialadvisoryservice
contracts.Thelawis clearthatwhen"thereexistsanimmediatethreatopublichealth,welfare,criticaleconomyandefficiency,
or safety"thattheagencyDirectormaymakethedeterminationtoproceedwithemergencyprocurement.All contractsreceived
therequiredapprovalsattheDepartmentandstateprocurementoffice. In thecaseof thetransportationcontracts,protestsof
awardsmadeforanewcontractcyclerequiringemergencyextensionof theexistingcontracts.Failingtoextendthesecontracts
wouldhaveputahaltto transportationservicescriticalto life-savingmedicaltreatmentforthousandsof Medicaidbeneficiaries.
Regardingthefinancialadvisoryservicescontract,wepointtoyourrecentlyreleasedauditof theDepartment'sSFY 10-11deficit
asevidenceof theseriousthreato"criticaleconomyandefficiency"of theDepartment'soperationswhichjustifiedimmediate
actiontooverhaulourbudgetingprocess,expendituremonitoringandcashmanagementfunctions.Webelievetheresulting
financialperformanceofSCDHHS in SFYll-l2 hasvalidatedthisemergencyaction.
It hasbeenourpleasuretoworkwithyouandyourstaff,andasalways,theworkof yourorganizationwill helpSCDHHS pursue
itsmissionto"purchasethemosthealthfor ourvulnerablecitizensat theleastcosttothetaxpayer".If! maybeof anyfurther
assistance,pleasecontactme.
Sincerely,
AnthonyE. Keck,Director
Attachments
OfficeoftheDirector
P. O.Box8206ColumbiaSouthCarolina29202-8206
(803)898-2504Fax(803)255-8235
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Mr. AnthonyKeck
MedicaidDirector
Stateof SouthCarolina
DepartmentofHealthandHumanServices
1801MainStreet
Columbia,SC 29202-8206
Chase Center/Circle
111 Monument Circle
Suite 601
Indianapolis, IN 46204-5128
USA
Tel +13176391000
Fax +13176391001
milliman.com
RE: RESPONSE TO LEGISLATIVE AUDIT COUNCIL JUNE 29.2012REPORT
DearDirectorKeck:
Milliman, Inc. (Milliman) hasbeenretainedthe Stateof SouthCarolina,Departmentof Healthand
HumanServices(DHHS) to provideactuarialandconsultingservicesrelatedto theMedicaidprogram.
We have beenrequestedto providecommentsrelatedto the South CarolinaGeneralAssembly,
LegislativeAudit Council reportentitled,A LimitedReviewof MedicaidManagedCare Ratesand
ExpendituresandOtherAdministrativeIssuesat theDepartmentof HealthandHumanServices(LAC
Report).Theversionof theLAC ReportsharedwithMillimanwasstill in draftform. Further,theLAC
Reporthasbeensharedwith Milliman understrictconfidentialityrules. Due to the confidentiality
requirementsof theLAC Report,thislettershouldbeheldconfidentialto onlythosewithaccessto the
LAC Report. This letteris anupdateto our lettersdatedJune 14, 2012andJuly 5, 2012. We have
updatedourlettertoreflectrevisionstotheLAC Reportasindicatedin theversiondatedJuly 19,2012.
LIMITATIONS
Theinformationcontainedin thisletterhasbeenpreparedforDHHS. Thelettermaynotbedistributedto
anyotherpartywithoutthepriorconsentof Milliman. Any distributionof theinformationshouldbein
its entirety. Any userof the lettermustpossessa certainlevelof expertisein actuarialscienceand
healthcaremodelingsoasnotto misinterpretthedatapresented.Thetermsof Milliman'scontractwith
DHHS effectiveJuly 1,2011 applytothisletteranditsuse.
T:\2012\SCM\3.047-SCM49\LAC July 192012Report- Comments- Final.doc
To theextentthatMilliman consentsto thedistnbutionof this letter.we makeno representationsor warrantiesregardingthecontentsof this letterto thirdparties.
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To theextentthatMilliman consentsto thedistributionof thisletter,we makeno representationsor
warrantiesregardingthecontentsof thisletterto thirdparties.Likewise,thirdpartiesareinstructedthat
theyareto placeno relianceuponthisletterpreparedfor DHHS by Millimanthatwouldresultin the
creationof anydutyor liabilityunderanytheoryof lawbyMillimanoritsemployeestothirdparties.
In thedevelopmentof thedataandinformationpresentedin thisletter,Millimanhasrelieduponcertain
datafromtheStateof SouthCarolinaandtheirvendors.To theextenthatthedatawasnotcompleteor
accurate,thevaluespresentedin theletterwill needtobereviewedIfor consistencyandrevisedtomeet
anyreviseddata.
SUMMARY COMMENTS
TheLAC Reportfocusedonthefollowingitems:
• "Thenumberof clientsenrolledinMedicaidfrom2006through2011.
• HowDHHS enrollsclientsinMedicaidhealthplansandidentifypotentialcostsavings.
• How DHHS managesthe administrativecostsfor managedcareorganizationsand identify
potentialcostsavings.
• IfDHHS couldachieveadditionalcostsavingsinotherMedicaidprograms."
Basedontheirreview,theLAC Reportoutlinestendifferentrecommendations.I havebeenrequestedto
providecommentonseveralof theseissues.Thefollowingprovidestheindividualrecommendationsand
mycomments.
LAC Report Comment:(MedicaidEnrollment- page3) "The numberof peopleenrolledin
Medicaidhas increasedfromFY 04-05throughFY 10-11anda greaterpercentageof those
enrolledarereceivingservices."
Comment: Duringthis timeperiod,theMedicaidprogramhasmodifieddifferenteligibility
programs.Thesemodificationsresultedin a decreasein enrollmentbetweenSFY 05-06and
SFY 07-08timeperiods.Therewereobservabledecreasesin theElderlyandDisabledcategories
duringtheSFY 05-06andSFY 06-07fiscalperiodsdueto changesandeliminationof certain
eligibilitycategories.Specifically,theSilverCardprogramwaseliminatedon January1,2006
withtheimplementationof MedicarePartD. Further,theanalysisassociatedwiththenumberof
recipientsreceivingservicesneedsto be analyzedwith caution. The numberof recipients
receivingservicesincreaseswith managedcareenrollment.This is a resultof thefact that
beneficiariesenrollingin a managedcareprogramwill generatea monthlyclaimfor eitherthe
capitationpaymento themanagedcareplanortheadministrationfeepaidto themedicalhome
network.Thesepaymentsaremadebasedoneligibilityandenrollmentin a managedcareplan
anddo not directlycoincidewith receiptof an encounterwith a healthcareprofessionalor
provider.
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LAC Report Recommendation#1."The SouthCarolinaDepartmentof HealthandHuman
Servicesshoulddevelopa formalprocessfor regularlyreviewingMedicalHomeNetworkrates
for adequacyandappropriateness."
Comment: The Medical Home Network ratesare currentlycomprisedof two different
components:(1) themonthlyadministrationfeeof $10permemberand(2) thesharedsavings
componentof the contract. The monthlyadministrationfee is usedby the MedicalHome
Networkproviderto contractwith physiciansto serveas theprimarycareprovidersfor the
enrolledmembers.TheMedicalHomeNetworkpaysamonthlymanagementfeetotheprimary
careprovider.
The residualamountof themonthlyadministrationfee is usedto performtheadministrative
functionsof the MedicalHomeNetwork,includingcaremanagementand carecoordination
functions. Many of these functionsare consistentwith the risk-basedmanagedcare
organizations;however,the MedicalHomeNetworkis not responsiblefor certainfunctions
includingclaimsprocessing.The DHHS processesthe claimsfor MedicalHomeNetwork
enrolleesonafee-for-servicebasis.Giventhelimitedscopeof administrationfunctions,it would
be expectedthat the Medical Home Network administrationfee would be less than the
administrationcomponentof therisk-basedmanagedcarecapitationrate. The administration
componentof thecapitationrateis projectedto be $26permemberpermonthfor thecurrent
contractperiodbeginningApril 2012.A morerefinedcomparisonof theMedicalHomeNetwork
administrationfeeandthecapitationrateadministrationfeecouldbeperformedaspartof the
contractrenewalprocessfortheMedicalHomeNetworks.
The MedicalHomeNetworksalsoreceivesharedsavingsthroughthe currentcontractwith
DHHS. The sharedsavingsarerequiredtobe sharedwiththeprimarycareproviderswiththe
primarycareproviderreceiving60%of thesharedsavingsandtheMHN receiving40%of the
sharedsavingsamounts.It is anticipatedthatthesharedsavingsmethodologywill bereviewed
duringthenextcontractrenewalwiththeMHNs.
LAC Report Recommendation#3. "The Departmentof HealthandHumanServicesshould
communicatewiththeSouthCarolinaDepartmentof InsuranceaboutDOl's financialsolvency
reviewofMedicaidMCOs.
Comment:As specifiedin federalregulation42CFR 432.6(c),thecapitationratesmustmeetthe
followingrequirements.
• havebeendevelopedin accordancewith generallyacceptedactuarialprinciplesand
practices;
• areappropriatefor thepopulationstobecoveredandtheservicestobefurnishedunder
thecontract;and
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• havebeencertifiedasmeetingtherequirementsof theregulationby actuarieswhomeet
the qualificationstandardsestablishedby the AmericanAcademyof Actuariesand
followthepracticestandardsestablishedbytheActuarialStandardsBoard.
TheDepartmentcurrentlycontractswithanindependentactuarialconsultingfirm,Milliman,Inc.,
to performtheactuarialcertificationof thecapitationrates. The capitationrateshavebeen
developedfromeitherfee-for-servicexperienceormanagedcareencounterdata.Thehistorical
datais adjustedfor manyfactorsincluding,but not limitedto: contractedservicedifferences,
providerreimbursement,populationvariancesandexpectedhealthcaremanagement.The rates
arethencertifiedasactuariallysoundby a qualifiedactuary.Theactuariesthatprovidethese
servicesfor theDepartmenthaveanextensiveamountof experiencein multiplestatesin setting
capitationrates.
In additionto meetingthefederalregulation,thecapitationratesettingprocessin theMedicaid
managedcare environmentis differentthanthe commercialhealthinsurancemarket. The
Medicaidmanagedcarecontractedratesareestablishedasactuariallysoundfor thepopulations
to be coveredandthebenefitsto befurnished.The Medicaidcapitationratesarecertifiedas
meetingthis requirement.However,the certificationdoesnot guaranteeadequacyfor all
contractedhealthplans. The followingprovidesthedefinitionof actuariallysoundratesas
specifiedin the AmericanAcademyof ActuariesHealth PracticeCouncil PracticeNote,
"ActuarialCertificationofRatesforMedicaidManagedCarePrograms",August2005.
ActuarialSoundness-Medicaidbenefitplanpremiumratesare"actuariallysound"if,
for businessin thestatefor whichthecertificationis beingpreparedandfor theperiod
coveredby the certification,projectedpremiums,includingexpectedreinsuranceand
governmentalstoplosscash flows, governmentalrisk adjustmentcash flows, and
investmentincome,providefor all reasonable,appropriateandattainablecosts,including
health benefits,healthbenefit settlementexpenses,marketingand administrative
expenses,anystate-mandatedassessmentsandtaxes,andthecostof capital.
The PracticeNote furtherclarifiesthat:"thewords"reasonable,appropriate,and attainable"
clarifythatthecostsof theMedicaidbenefitplandonotnormallyencompassthe levelof all
possiblecoststhatanyMCa mightincur,butonlysuchcostsasarereasonable,appropriate,and
attainablefortheMedicaidprogram."
This methodologyof establishingcapitationratesvariesfromthemethodsof thedevelopmentof
premiumratesin thecommercialhealthinsurancemarket.Theactuariesforacommercialhealth
insurancecarrierarespecifyingthatthepremiumratesareappropriatefor thespecifichealth
insurancecarrieror managedcareplan. Dueto thedifferentcertificationmethodologiesof the
twoprograms,theroleof theDepartmentof Insurancewouldalsobedifferent.
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LAC Report Recommendation#4. The SouthCarolinaDepartmentof HealthandHuman
ServicesshouldtrackMca administrativecostsannuallyon a per enrolleebasisin orderto
determinetherateatwhichadministrativecostsarerising.
Comment:TheLAC Reportonpage21indicatedthefollowing:
"Mca administrativecostsincreasedeachyearatvaryingrates,dependingonthecostincrease
betweenyearswithrespectoenrollmentincreaseseachyear.FromFY 06-07throughFY 20-11,
wefoundthat:
• Averageannualadministrativeexpensesperenrolleeincreased24.3%.
• Averagemonthlyenrollmentincreased347.5%.
• Totaladministrativeexpensesincreased456.4%.
Whencomparingtherateof growthof MCa administrativeexpensesto therateof growthof
Mca enrollmentfromFY 06-07to FY 10-11,therateof growthof administrativexpense
exceededthatof enrollmentby 109percentagepoints,over30%."(Table2.15)
Thereareseveralissuesthataccountforthegrowthin theaverageannualadministrativeexpense
per enrollee. The followingalsooutlinesa few commentsregardingthevaluesillustratedin
Table2.15andrateof growthasindicatedbytheLAC Report.
• Developmentof AdministrativeExpenditures:The applicationof the administrative
percentagesin Table2.14totheTotalExpendituresinTable2.15is notappropriate.The
administrativepercentagesshownin Table2.14arenotappliedto thetotalexpenditure.
Thetotalexpenditurevalueincludessupplementalteachingpayments.Startingin 2009,
the administrationpercentagedoes not apply to supplementalteachingpayments.
Supplementalteachingpaymentswill accountforapproximately$50millionin FY 2012.
• HigherMorbidityof PopulationEnrolledin MCas: Duringtheanalysisperiodillustrated
in Table2.14,therelativemorbidityof thepopulationenrolledin thehealthplanshas
increased.In FY 2006- 2007,managedcareenrollmentwasvoluntary.Therefore,the
healthierliveswereenrolledin themanagedcareplans,whichresultin a lowermedical
expenditureanda loweradministrationexpenditure.As mandatoryenrollmenthasbeen
implemented,therelativemorbidityof thepopulationenrolledinmanagedcareplanshas
increasedramaticallywiththeenrollmentofmoreSSI/Disabledbeneficiaries,aswell as
thedecreasein selectionof thehighermorbiditypopulationbeingenrolledin thehealth
plans ratherthanchoosingfee-for-service.We have introduceda selectionfactor
adjustmenttoreflectthechangein themorbidityof thepopulationenrolledin theMCas.
With theincreasein relativemorbidity,theadministrationcostshaveincreased,aswell.
This issueis addressedfurtherin responsetoLAC Recommendation#6.
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• Changein CoveredBenefitsandPopulations:Duringtheanalysisperiod,therehavebeen
severalmodificationsto thepopulationsandbenefitscovered. For example,DHHS
previouslyprovidedstop-lossinsurancebenefitfor highcostnewbornpopulation.This
wouldhaveloweredtherelativemorbiditywithinthepopulation.Thehealthplansare
nowfullyatriskforallnewbornexpenditures.
Finally, to comparewith theFY 06-07administrativevalue,I havereviewedthemostrecent
actuarialcertificationof capitationratesforthecontractyearbeginningApril 1,2012.Table2.15
indicatesthattheaverageadministrativeexpenseperenrolleewasestimatedat$348.73peryear
or $29.06permonth. The actuarialcertificationfor thecurrentcontractyearcapitationrates
indicatesanaverageadministrativeexpenseloadof $24.04permonth.Thisequatestoadecrease
of 17%withoutregardto enrollmentchanges,ascomparedto a 30%increaseasdevelopedby
LAC.
LAC Report Recommendation#5:The SouthCarolinaDepartmentof Healthand Human
Servicesshouldreview,orhavereviewed,MedicaidMCa administrativecosts,whenitsanalysis
of theadministrativecosttrendrevealsMCa administrativecostsarenotin anacceptablerange
asdeterminedbyitsanalysisandstandards.
Comment:As indicatedin thepriorcommentsto LAC ReportRecommendation#4,it is our
belief that the administrativeload has not fallen outsideof an acceptablerange. The
administrativexpenseloadfor thecurrentcontractyearsis $24.04per eligibleenrolleeper
month. The Milliman ResearchReport,"Medicaidrisk-basedmanagedcare:Analysis of
financialresultsfor 2010"by JeremyD. Palmer,FSA, MAAA analyzedthestatutoryannual
statementsof morethan140Medicaidmanagedcareplans. Basedonresultsin thatreport,the
nationalaverageadministrationrateis approximately$29.55per eligiblememberper month,
althoughthevaluevariesfroma 9.1% administrativeexpenseratioat the25thpercentileto a
14.2%administrativexpenseratioat the75%percentile.The 50thpercentileadministrative
expenseratiowas12.1%.Note,thesevaluesdonotincludeanymarginforprofitor contingency,
wheretheadministrativeloadin thecapitationratesdoesincludetheprofit andcontingency
margm.
LAC Report Recommendation#6: The SouthCarolinaDepartmentof HealthandHuman
Serviceshouldincludein itscontractswiththeMCas theauthoritytomakemid-contractperiod
adjustmentso theadministrativeallowanceof thecapitationratetopreventadministrativecosts
from increasingfasterthantherateof enrollmentwithoutvalid reasonssuchas changesin
morbidityandotherriskfactors.
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Comment:Theadministrativeportionof thecapitationratespaidtotheMCas onlyincreasesin
relationto thepopulationenrolledandtherelativemorbidityof thepopulationenrolled. For
example,if thepopulationgrowsby 10%,thentheadministrativeexpenditurespaidto thehealth
planswill growby 10%. However,if a highermorbiditypopulationenrollsin thehealthplan
(e.g., more SSI Disabledlives as comparedto the Low IncomeFamily lives), then the
administrativexpenditurespaid to thehealthplanswill alsogrow in relationto therelative
morbidity.
In severalplacesthroughouthereport,it is statedthat"Total administrativecostsoutpaced
averageMca enrollmentby over30%overthelastfiveyears."(page21andothers)However,
this calculationdoesnotadjustfor themorbiditychangeas observedby thecapitationrates.
While LAC indicatedthattheadministrativecostsoutpacedaverageMCa enrollmentby over
30%, theaveragemorbidityof thepopulationexceededtherateof growthof administrative
costs.
--- ....---
The otherrecommendationsoutlinedin theLAC reportwill beaddressedby DHHS or othercontracted
vendors. Thesecommentshavebeenprovidedto DHHS to supportdiscussionswith theLegislative
AuditCouncil.
Guidelinesissuedby theAmericanAcademyof Actuariesrequireactuariesto includetheirprofessional
qualificationsin all actuarialcommunications.I ama memberof theAmericanAcademyof Actuaries,
andI meetthequalificationstandardsforperformingtheanalysesin thisreport.
If youhaveanyquestionsregardingtheenclosedinformation,pleasecontactmeat(317)524-3512.
Sincerely,
j;~()f~fw
RobertM. Damler,FSA, MAAA
PrincipalandConsultingActuary
RMD/lrb
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LegislativeAudit CouncilReport
A LimitedReviewof Medicaid ManagedCareRatesand Expendituresand Other
AdministrativeIssuesat DHHS
PharmacySection
Introduction:
While reimbursementto providersfor pharmacyserviceshasdecreasedby27%,NET cost for pharmacyproducts
hasdecreasedby59%over this period. This is a resultof the focused approachto evaluatingthe actual net costof
products as opposedto maximizingrebatedollars without regardto final cost. In addition the implementation of
utilization managementtechniquesand the enhancementof the MaximumAllowable Cost (MAC) program
contribute to a reduction in net cost of pharmacydispensedproductsfor SCDHHS.
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PharmacyRateMethodology:
The report commentson variationof dispensingfee and copay amongsisterstates. In order to accurately
compare reimbursementacrossstates,the determinationof ingredientcostshould befactored into the equation.
The table in the report hasbeen revisedto include ingredientcostdeterminationand more definition around
dispensingfees. All of the states includedin the report, includingSouth Carolina,utilize logicwhich incorporates
Maximum Allowable Cost (MAC) and FederalUpper limit (FULl pricing. It is important to note that there is wide
variability in the states'approachto determining ingredientcostwhich makesdirect comparisondifficult.
State IngredientCostDispens ngFee
Alabama
AAC; WAC +9.2%$10.64
Clotting Factors- ASP + 6%
.00(tab split/maint)
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The report notesthat reimbursementto pharmacyprOVidershad not beenevaluatedor reviseduntil 2011. Prior
to 2011,South CarolinaMedicaid pharmacyreimbursementwas legislativelymandatedto be: AWP -10% plus
a dispensingfee of $4.05.
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